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Ldttortal Comment 


4 bowe editors of this magazine feel that they are 
performing a real service to business by present- 
ing in full in this issue the paper delivered by Henry 
F. Storck, a member of The Controllers Institute of 
America, before the New York Control of that or- 
ganization, on the subject of the new Treasury De- 
cision with respect to depreciation allowances. 

Mr. Storck kept closely in touch with this develop- 
ment all during the period in which the Treasury 
was working with Congress to prepare a revenue 
measure which would assure the government a large 
yield in income tax. When the decision was reached 
by Treasury officials and Congressional leaders not 
to change the law, so far as the depreciation section 
was concerned, but to attempt to secure the revenue 
desired by changing the procedure by means of a 
new Treasury Decision and the issuance of new 
regulations, Mr. Storck studied every move that was 
made and everything that came from official sources 
concerning the new method of treating depreciation 
allowances. 

The day before he addressed The New York Con- 
trol, Mr. Storck visited the higher officials of the 
Internal Revenue Department and obtained from 
them their latest views and opinions, which were 
incorporated in his paper. 


Here, then, is something authoritative and authen- 
tic with respect to this latest move, which affects 
every corporation whose claim for depreciation al- 
lowance is $50,000 or more—something of immedi- 
ate use and value to controllers of the larger corpo- 
rations. This magazine is happy to be the vehicle 
to present this information in so timely fashion. 

This new Decision and its regulations present ad- 
ditional problems to the controller. The burden of 
proof—the necessity for defending—the deprecia- 
tion rates to be asked, and which have been asked if 
the returns are still open, now falls on the taxpayer. 

Several speakers at the meeting of The New York 
Control which Mr. Storck addressed, and Mr. Storck 
himself, put emphasis on the fact that this new 
burden on the controller really presents an oppor- 
tunity for this corporate officer again to demonstrate 
to his corporation the value of his service. 


$= address made at the Spring Conference of 
The Controllers Institute, that by Dr. John T. 
Madden, appears in this issue. Others will be pub- 
lished in the June number. All are constructive and 


helpful. 
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How Controller Must Apply Treasury 
Decision Concerning Depreciation. 


Life Table Rates To Be of Little Use—Returns Still Open Sub- 
ject to New Regulations—Burden of Proof as to Reasonableness 
of Rates Claimed Now on Taxpayer—Article by HENry F. Storck. 


U" is a pleasure to be in a position to 
present in this issue of THE Con- 
TROLLER the latest available informa- 
tion with respect to the new Treasury 
Decision 4422, and the probable man- 
ner of its interpretation and applica- 
tion by the government. The paper 
was presented by MR. StoRCK before 
the New YORK CONTROL OF 
THE CONTROLLERS INSTITUTE OF 
AMERICA at a meeting held May 17. 
Mr. Storck, the author, is a member 
of THE CONTROLLERS INSTITUTE. 
He is treasurer of Ford, Bacon & 
Davis, New York City, an engineering 
organization. 

MR. STORCK made an official visit to 
Washington to confer with officials of 
the Treasury Department, and to ob- 
tain the latest information with re- 
spect to the manner of application of 
the new decision, and its regulations. 
The paper, then, presents the very lat- 
est information, and the best informed 
opinion available, on this important 
subject. 

—THE EpITor. 


In its deliberations on the Revenue 
Bill of 1934, the Ways and Means 
Committee reached the matter of de- 
preciation in January. Due to the al- 
leged “‘alarming size and . . . . con- 
tinuous increases” in this item, it 
seemed that here was field from which 
increased federal revenue could be had. 
Several suggestions were advanced by 
the Committee. Perhaps the most 
concrete one was a temporary flat 25 
per cent reduction in the approved 
average rate tables, which of course 
would have affected the just and the 
unjust alike without correcting any 
abuses or inequalities. It was esti- 


mated that this suggestion would in- 


crease the yield 85 million dollars an- 
nually. 

Had this proposal been written into 
the law, the preparing and auditing of 
tax returns would have varied but lit- 
tle from past practice. 

The Treasury Department, however, 
countered with a suggestion that the de- 
sired revenues could be more easily at- 
tained and the abuses and inequalities 
corrected by administrative rather than 
by legislative change. In Secretary 
Morgenthau’s letter of January 26, 
1934, addressed to the Ways and 
Means Committee, he called attention 
to the fact that while in the past the 
burden of proof had theoretically been 
upon the taxpayer, it had in fact been 
placed upon the Bureau, due to the 
regulation that read ‘deductions will 
not be disallowed unless shown by 
clear and convincing evidence to be un- 
reasonable.” 


Reserves Out of Proportion 

This, according to Mr. Morgenthau, 
was “a particularly difficult matter 
since the determination of the useful 
life of assets and the consequent rates 
of depreciation is largely within the 
taxpayer’s experience.” In his opinion, 
“through past depreciation deductions 
many taxpayers have (as shown by 
facts now known to exist) built up 
reserves for depreciation which are out 
of proportion to the prior exhaustion, 
wear, and tear of the depreciable as- 
sets.” He went on to state “in order 
to overcome this condition, the Bureau 
proposes to reduce substantially the 
deductions for depreciation with re- 
spect to many taxpayers in various in- 
dustries, so that for the remaining life 
of the assets depreciation will be in ef- 


fect reduced to the extent that it may 
have been excessive in prior years.” 

Here apparently is a definite state- 

ment not only of what the Govern- 
ment expects but also of the intention 
of the Bureau as well. The Secretary 
proposed to accomplish his purpose by 
three definite changes which, in his 
words, ‘‘will increase the revenue sub- 
stantially, and, although difficult to 
estimate, records indicate that the 
amount of the increase in revenue will 
equal that which would result from 
the proposal of the Ways and Means 
Committee.” These changes are— 

1. Requiring taxpayers to furnish de- 
tailed schedules of depreciation, here- 
tofore prepared in many instances by 
the examining agents. 

2. Specifically requiring that all deduc- 
tions for depreciation shall be limited 
to such amounts as may reasonably be 
considered necessary to recover during 
the remaining useful life of any de- 
preciable asset the unrecovered basis 
of the asset. 

3. Placing the burden of sustaining all 
of the deductions squarely on the 
taxpayers. 


The proposals and estimates con- 
tained in his letter met with the ap- 
proval of the committee. The Revenue 
Bill of 1934 makes no change in the 
sections treating the subject of deduc- 
tions for depreciation. As a result, 
under date of February 28, 1934, 
Treasury Decision No. 4422 was is- 
sued, the effects of which we shall dis- 
cuss this evening. Possibly some of 
you have read a pamphlet that I re- 
cently prepared on this subject, so that 
I will not repeat the general principles 
which it covered. 


Applies to Returns Not Closed 
It is well to note in starting that 
T.D. 4422 amends not only the Regu- 
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lations governing the administration 
of the present Law, but also those of 
previous Laws. This obviously must 
be with the intention of applying the 
new principles to all returns not yet 
“closed.” In this connection, Mimeo- 
graph 4170 to Collectors of Internal 
Revenue and Agents in charge, issued 
from the Office of the Commissioner of 
Internal Revenue, states, “In comput- 
ing the reserve for depreciation, cred- 
its to the reserve on account of de- 
preciation shall be in the amount 
allowable for each year except for such 
closed years for which a_ greater 
amount has been allowed, in which 
case the total amount allowed shall be 
credited to the reserve.” 

The last paragraph of Mimeograph 
4170 reads: ‘Retroactive Provision— 
The procedure outlined in this mimeo- 
graph shall be followed in all cases 
and prior instructions to the contrary 
are hereby revoked.” 

Already evidence is at hand. Re- 
troactive applications of the ruling 
have been made in specific cases and 
there is reason to believe that corre- 
spondence is to be started generally 
with taxpayers having depreciable as- 
sets. A typical letter from the Deputy 
Commissioner's office commences as 
follows: 


Information Not Complete 

“Examination of your income tax re- 
turn for the calendar year ... . and re- 
port of Internal Revenue Agent.... 
date ...., a copy of which has been 
furnished you, discloses that the informa- 
tion contained therein is not sufficiently 
complete to justify the allowance of the 
deductions taken as depreciation.” 


Following a recital of the main pro- 
visions and intent of T.D. 4422 and 
other comment, the letter continues: 


“The furnishing of the information 
called for in this letter will be a definite 
requirement for subsequent years, and its 
preparation for the purpose of determining 
the depreciation allowable for the year 
now under consideration, although it may 
necessitate additional work at the present 
time, will avoid an equal amount of labor 
at a later date.” 

“If for any reason the required informa- 
tion and schedules cannot be forwarded 
within thirty days, your acknowledgment of 
this letter is requested advising the ap- 
proximate date when it may be expected. 
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In the absence of any communication from 
you within thirty days, it will be assumed 
that you do not desire to submit the in- 
formation requested, and a determination 
of the amount of depreciation allowable 
will be made upon the basis of such facts 
as are now on file.” 


Before leaving this point, I should 
like to clear up a little more definitely 
the extent of the effect which this re- 
troactive provision may have in some 
cases. How far back may returns still 
be open ? What does the statute of lim- 
itations mean in this connection? 
How can it apply to the case of one 
corporation known to me to have re- 
turns open as far back as 1917? 

The answer definitely is that it ap- 
plies to the return for every calendar 
year that is still open for any reason, 
no matter what the technical reason 
may be, and the only returns to which 
it does not apply are those definitely 
closed by the normal operation of the 
statute of limitations. 


To Whom Does Decision Apply? 

More particularly, to what taxpayers 
are the new rulings and requirement 
for information to apply? I am given 
to understand that the requirement for 
the information as stated in Treasury 
Decision applies to every taxpayer, ex- 
cept those with whom depreciation is a 


‘minor matter, and the requirement for 


a certain schedule I shall refer to later 
will apply to taxpayers whose depre- 
ciation deductions are approximately 
$50,000, or more, and also in cases in 
which an office examination indicates 
an apparent cause for further investi- 
gation. 

The field agent making the field ex- 
amination is expected to make his 
usual review of the depreciation 
claimed when he makes the field ex- 
amination. In the event the above 
mentioned schedule has not been filed 
by the taxpayer and the taxpayer has 
not prepared the information as re- 
quired by the Treasury Decision, or 
the agent is not satisfied with such in- 
formation as prepared and he deems it 
necessary, he may require the taxpayer 
to file such schedule. If the agent feels 
at all uncertain about the reasonable- 
ness of the deduction claimed he may, 
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and cannot be blamed, for requiring a 
filing of the schedule.. 

I have already mentiond that the 
burden of proof for disallowance in 
the past has been fixed upon the 
Bureau of Internal Revenue. The 
Bureau was then required to check 
the reasonableness of the depreciation 
claimed and this meant, for the field 
men, detailed studies of taxpayers’ rec- 
ords and, in theory at least, the labori- 
ous and time-consuming preparation 
of detail necessary before sound judg- 
ment as to reasonableness -ould be 
formed. 

The volume of such work would 
have been overwhelming. It had to 
be simplified. Presumably this ex- 
plains the past use of life tables. 
Average rates, from experience, were 
set up as guides for the future. Deduc- 
tions that were claimed at rates not ex- 
ceeding the averages were usually al- 
lowed without ‘spending time on a 
check of the property. The tables 
were thus developed and used, not be- 
cause they fulfilled accurately the re- 
quirements, but solely because they 
made administration possible without 
delay and without excessive cost of 
staff. This was the situation that re- 
sulted from placing the burden of 
proof on the Bureau. 


Bureau Girding Itself 

The Bureau, itself, is girding its 
loins for a real campaign to come 
through on its promise. I understand 
instructions in detail have been issued 
from Washington to collectors and 
agents, and they must sign receipts 
that they have read and understand 
them. In the large cities lectures are. 
being given to field agents, with a 
stenographer taking down the word- 
ing and a copy being sent to Washing- 
ton to be sure that no agent misunder- 
stands his duty. No longer will the 
same examiner be permitted to audit 
one corporation’s returns for two years 
in succession. The whole group are 
to be rotated. Thus when a new ex- 
aminer disapproves a rate, you cannot 
make the plea that since he ‘‘O.Ked”’ it 
last year he is not being consistent. 

What now is to be expected from 
the change? No longer must the 
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Bureau prepare the “clear and convinc- 
ing evidence.” The taxpayer must 
now furnish the proof to substantiate 
convincingly the correctness of the 
rates. The schedules themselves will 
have to stand on their own feet as to 
reasonableness. Life tables as the final 
answer are apparently done for. They 
can no longer be used as the one re- 
liable guide for a maximum rate which 
can be claimed without fear of ques- 
tioning by the agent. 


What Led to Changes 


As one continues to study the new 
regulations, the scope of the changes 
in past practice constantly increases. 
It is as broad as ramifications of vari- 
ous industries and classes of business 
operations. 

These are new regulations; no cut- 
and-dried mode of application has yet 
developed. The taxpayer is faced 
with the necessity of interpreting them 
for his business and, in so doing, it is 
of prime importance to have clearly in 
mind the many factors leading up to 
this new situation. Among these are 
the desire of the government for in- 
creased revenue; the unjust inequali- 
ties that arose from past methods; the 
alternative suggestions of the Ways 
and Means Committee and of the 
Treasury Department; the possibility 
of more revenue from past returns re- 
maining open; the intent to relieve 
the burden upon the examining staff 
of the Bureau; the placing of the bur- 
den of proof on the taxpayer; the 
tightening up within the Bureau; and 
the implied promise of the Treasury 
Department to the Congress (and this 
is important) that an increased yield 
of around 85 million dollars annually 
will be forthcoming. It is in this light 
that I have formed certain conclusions 
as to the effects of these regulations. 

First of all, let me say that in my 
opinion nothing is further from the 
fact than the idea some people 
thoughtlessly have, that the decision 
means merely the filing of additional 
forms. In view of the underlying 
purposes, I feel that the requirement 
for the information called for is made 
with the one definite intention of 


bringing to light the details of past 
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calculations in order to permit rigour- 
ous auditing. It is immaterial whether 
or not a taxpayer wishes to assume the 
extra work which the preparation of 
the information entails. The decision 
reads flatly “Taxpayers must furnish 
full and complete information. . . . . i 

Consider the information expressly 
required in the schedule which is be- 
ing sent out by the bureau. I list the 
headings and call attention to the fact 
that the past and continuing attitude 
of the bureau frowns upon too simple 
a grouping of assets of varying charac- 
ter, varying conditions of operation 
and varying future life. The sched- 
ule’s headings are: 


What New Schedule Calls For 
Name and Address of Taxpayer. 
Account - 
Original Estimated Useful Life 

Years 
FRIAR ria scesscccscks eresausehevtierstacessnevercataiorassosasttarsss 
1. Year Acquired. 

2. Original Cost and Subsequent Addi- 
tions by Years, Including Current 
Year. 

3. Deductions for Sales and Other Dis- 
positions in Prior Years. 

4, Adjusted Cost Beginning of Year Col. 
2 Less Col. 3. 

5. Credits to Depreciation Reserve, 
Prior Years (Depreciation Allowed 
or Allowable). 

6. Charges to Depreciation Reserve, 
Prior Years (Charges for Other Than 











Retirements or Sales To Be Fully Ex- 


plained). 

7. Depreciation Reserve Beginning of 
Year. 

8. Balance Remaining Beginning of Year. 
Col. 4 Less Col. 7. 

9, Estimated Remaining Life. 

10. Deductions for Sales and Other Dis- 
positions Current Year. 
11. Adjusted Cost End of Current Year. 
Col. 4 Less Col. 10. 
12. Depreciation Claimed for Current 
Year. 
13. Charges to Depreciation Reserve 
Current Year. (See Note Col. 6.) 
14. Net Depreciation Reserve End of 
Current Year. 
Along with the schedules are instruc- 
tions for supporting data. 

The greater part of this informa- 
tion, though in different form and ar- 
rangement, is of course available in 
the accounting records. Additional |a- 
bor there will be, in conforming to the 
new set-up. 

But some of these items, though ap- 
parently simple, are of fundamental 





importance. I refer specifically to 
column 9, “estimated remaining life” 
or the more common term “remaining 
useful life.’” This is not a matter that 
will come out of the records in the 
ordinary way of balancing the books. 
It is wide open to questioning by an 
Agent and certainly should be sup- 
ported. 

Section 23(k) of the Revenue Act 
of 1932 and similar sections of previ- 
ous acts, with which all of you are 
familiar, have granted as deductions 
“a reasonable allowance for the ex- 
haustion, wear, and tear of property 
used in the trade or business, includ- 
ing a reasonable allowance for obsoles- 
cence.” 

The Bureau of Internal Revenue 
has defined depreciation to include 
gradual exhaustion, wear and tear, and 
decay or decline from natural causes. 

In addition to such physical dete- 
rioration, it has recognized obsoles- 
cence as further limiting the useful 
life of property. Note particularly 
that obselescence has been and is 
treated as a factor reducing useful life, 
as such, and not simply the monetary 
value. 


Definitions of Obsolescence 


There are two principal forms of 
obsolescence. The first, officially in- 
cluded in the term depreciation, is that 
due to relatively slow lessening in use- 
fulness caused by the effects of many 
small improvements or changes in the 
art which appear from time to time 
and of which, generally speaking, no 
one change is important enough in it- 
self completely to out-mode a unit of 
property. The second type of obsoles- 
cence, more obvious, is sudden in its 
appearance and its effect, resulting 
from circumstances which could not 
reasonably have been foreseen and 
often causing more or less complete 
loss of useful life within a relatively 
short time. This latter is the form 
meant by the word “‘obsolescence,” as 
distinguished from ‘“‘depreciation,” in 
the terminology of the Bureau of In- 
ternal Revenue. 

One of the best examples of obso- 
lescence is found in the canals con- 
structed in the United States just be- 





fore the beginning of the railroads. 
After the Revolutionary War each of 
the large cities on the eastern seaboard 
had ambitions for a direct connection 
to the west. New York State built the 
Erie Canal from the Hudson to Buf- 
falo. Philadelphia, together with the 
State of Pennsylvania, began a com- 
bination canal and toll road system to 
connect up with the Ohio at Pitts- 
burgh. Baltimore, Washington and 
Richmond, each had their ambitions 
and started westwatd-bound water- 
ways. 

The crossing of the Alleghanies 
presented serious difficulties to some of 
the canals, such as the Pennsylvania, 
and the Chesapeake and Ohio from 
Washington. Before they were even 
well under way, the railroads had 
proved their superiority. In the case 
of the Pennsylvania canal the incom- 
pleted parts were tied together with 
connecting railroads. In not many 
years the canals (except the Erie) 
were entirely abandoned. Many mil- 
lions of dollars were lost in these ven- 
tures. 


Investments Extinguished 

I believe you will agree, that from 
a physical standpoint a canal will have 
an extremely long life, possibly 50 or 
100 years. Nevertheless the railroads 
extinguished these investments in 
short order. Privately operated canals 
become bankrupt and those operated 
by the states were abandoned. 

Another interesting example of ob- 
solescence is the Pony Express that 
carried mail from St. Joseph, Missouri, 
to San Francisco, starting about 1860. 
The distance was made in eight days, 
at a charge of $5 per half ounce for 
mail. There were 190 stations on the 
route, some of which were quite elabo- 
rate. Some of you may have seen the 
one at Pasadena, which is still in ex- 
istence. The whole project was aban- 
doned in seven years due to the com- 
pletion of the Union Pacific, which 
road was pushed through at a more 
rapid rate than the organizers of the 
Pony Express thought possible. I 
doubt whether these organizers depre- 
ciated their stations on a seven year 
life. As to the ponies, I cannot say. 
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Obsolescence is a broad term. Not 
only may a unit become obsolete 
through the causes mentioned above, 
but there have been many cases in 
which action of public authority has 
caused lessening of worth. For ex- 
ample, the changes required in rail- 
road equipment years ago to meet the 
United States safety appliances; the re- 
building of electric pole lines required 
by some states; the changing of 
bridges on navigable streams; and the 
rebuilding of machinery and guards 
necessitated in some states by work- 
men’s safety requirements. 

A striking example is the result of 
the Prohibition Act on the brewing 
and distilling industries. Another, the 


-automobile industry where deliber- 


ately planned changes in a model 
mean the immediate junking of all 
dies which may have been used but 
two years, and of course a write-off of 
50% per year allowed by the bureau. 


Inadequacy a Factor 


Inadequacy has shortened the life of 
many a plant unit. Today inadequacy 
does not mean as much as it did seven 
or eight years ago, but every one of 
you can remember back to 1927 and 
1928 when the older parts of your 
plants were lessened in usefulness by 
installing larger machines to meet the 
load. Where depreciation for these 
years is being revised under T.D. 4422 
the business conditions existing at that 
time are controlling and not the condi- 
tions as they have subsequently devel- 
oped. 

“Remaining useful life” is, in its 
essence, a careful estimate based on the 
combined effect of many factors. 
Clearly it is importantly affected by 
age, though not necessarily by age 
as such; rather by the total effect 
of these inescapable elements of dete- 
rioration throughout the life. The age 
factor is in turn modified, as expressly 
pointed out in T.D. 4422, by the ef- 
fects of operating conditions in the 
past. Part time operation and extra- 
ordinary maintenance may have no ef- 
fect while extra shift work, overload 
and uses for purposes not contem- 
plated may exert a different influence. 
Acquaintance with the application and 
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use of property similar to that under 
consideration is needed in a sound 
estimation of the effect of normal ob- 
solescence. 

Inspection is the only way to find 
out actual “‘condition.’’ Condition, use- 
fulness and the like are physical mat- 
ters. They can be competently judged 
only after field inspection made by 
engineers. Engineering training and ex- 
perience with design, installation, con- 
struction, usefulness, operating condi- 
tions, output and durability of similar 
property are necessary. Further, the 
inspectors should be qualified to give 
the expert testimony, if it is required, 
which will explain and substantiate 
the documentary evidence to be sub- 
mitted. 

When you apply for life insurance 
the doctor gives you an examination, 
or in other words, he determines your 
physical condition. This is definite 
recognition by the insurance com- 
panies that they desire among their 
policy holders only those with an ex- 
pectance of life equal to or longer 
than the average. (I suppose not only 
physical condition is taken into ac- 
count but in some measure obsoles- 
cence as well because some life insur- 
ance companies take only those who 
are in certain lines of business.) 


Physical Condition a Factor 

In the same way the new Treasury 
Decision recognizes that the physical 
condition of the unit has a great deal 
to do with remaining useful life when 
it states ‘“Taxpayers must furnish full 
and complete information as to con- 
dition.” 

One of our clients is in the chemi- 
cal business. The process gives off 
corrosive fumes which we found upon 
inspection to be attacking the roof 
trusses. Here was a clear case of ac- 
celerated depreciation of a building 
that was easily proved and the remain- 
ing useful life easily forecast. 


Housing Built To Fit Machinery 

While on the subject of buildings 
I want to state that one of the great 
errors in depreciation accounting arises 
through long lives ordinarily used on 
buildings. It is true, in some indus- 
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tries the buildings have little to do 
with the machinery. In the textile in- 
dustry in the old days, the building 
was first built and the machinery then 
put into it. The trend in recent years, 
however, in all industries has been 
toward the construction of special one 
use buildings. The machinery is de- 
signed first. Then the building is laid 
out as a housing that should be done 
away with or reduced to the minimum 
possible. My firm is at present design- 
ing a power house where the boilers 
may stand outdoors without covering. 
The General Electric Company is con- 
structing a power house at Schenectady 
that has no building. 

In a large number of cases the 
building has its life set by the machin- 
ery that it houses and such a life pe- 
riod may be only one-quarter or even 
one-half the regular building life table 
of 30 to 50 years. 

If an estimation of depreciation is 
attempted by other means than a field 
inspection, the net result will be very 
apt to be erroneous and almost in- 
evitably to the detriment of the tax- 
payer. As a general rule, an account- 
ing department is made aware of the 
existence of a long-life item because of 
the recovery via depreciation of all or 
nearly all of the original cost while the 
item is still in use. Such an automatic 
check does not exist in the case of as- 
sets which, for one reason or another, 
will fail to deliver the normal service 
life. These conditions are as obvious 
to a government examiner as to the 
taxpayer's own staff. The examiner 
will naturally search for items where 
he may require adjustments in the di- 
rection of decreased depreciation rates 
and rely upon the taxpayer's self-inter- 
est to set out the maximum justifiable 
rates in other cases. 

Life tables have been used for such 
a long time in ordinary accounting for 
depreciation that many users forget 
that they apply only to averages. You 
will readily agree that the average ex- 
pectancy of human life does not apply 
to any one particular person, or to any 
one class of people. For example, 
take our group here tonight. Let us 


suppose that we are all 45. Actuarial 
life tables tell us that as an average we 
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can count on living to be 69. Ten 
years from now, one out of seven of 
us will be gone. The living rugged 
individuals who are then 55 may ex- 
pect to reach the age of 72. 


Life Table May Not Serve 

I think this example clearly shows 
that where we are dealing with indi- 
vidual units, the average life table may 
lead a user far astray. In one case I 
am to live to 69. In another case the 
figure is 72 and yet I am the same unit. 
Especial care must therefore be used 
where some of the short lived units of 
a plant have already passed out of ex- 
istence and we are dealing with long 
lived units that remain in use. 

Suppose we think about it from an- 
other angle—that of similarity of 
units. I am sure you would not use 
the same life table for hospital in- 
mates that we would for ourselves here 
tonight. 

These examples demonstrate the 
necessity of carefully ferreting out all 
short life units. They do not shout 
out their existence as a rule until they 
are about ready to disappear, whereas 
the long life items show themselves up 
on a depreciation schedule as lasting 
beyond the age of normal retirement. 
An office study cannot hope to reveal 
such actual conditions any more than 
the doctor can pass upon you without 
inspection. That “the burden of 
proof will rest upon the taxpayer 
to sustain the deductions claimed,” 
should not be forgotten, especially in 
the case of the use of larger deduc- 
tions for certain items thaa heretofore 
used. 

After all, the mere claiming of un- 
usually short life for certain parts of 
the group is the obvious way of trying 
to hold to a previous rate. With the 
arbitrary use of average life tables done 
away with and with the long life items 
now especially shown up, apparently 
the taxpayer, to protect his interests, 
must proceed along careful lines. Cer- 
tainly it will be futile to attempt to 
gain a result by putting down a de- 
sired answer first and then working 
backward by mathematical calculation 
to get a short life figure. 

T.D. 4422 says: “The reasonable- 





ness of any claim for depreciation 
shall be determined upon the condi- 
tions known to exist at the end of the 
period for which the return is made.” 
Far from there being no requirement 
that the annual depreciation rate shall 
be the same from year to year, there 
would appear to be a specific insist- 
ence upon an annual redetermination 
of the rates used. 

Bureau Memorandum 891 _ states 
specifically, in part, that “the mere 
statement that the same basis has been 
used in prior years will not in any 
case be considered sufficient to justify 
its acceptance.” In getting at the rate 
of deduction to be claimed, the ‘“‘re- 
maining useful life’ must be worked 
out if possible or competently esti- 
mated and due regard given to “‘oper- 
ating conditions during the period.” 

Some companies may possibly be 
confronted with the claims that depre- 
ciation should be lessened because 
their plant has been operating at re- 
duced capacity. This may hold in 
part for physical deterioration but 
nevertheless obsolescence goes on day 
by day whether used or not. Suppose 
you had a 1924 automobile that has 


- been in storage all these ten years. It 


would not be worth much today. And 
again even though a plant is closed 
down physical depreciation continues 
on buildings. In some cases where re- 
pairs have not been made the deprecia- 
tion while idle will be even more 
rapid. One of my friends who has 
been unfortunate enough to own a 
house in the past few years tells me 
that he finds it better to have a tenant 
live in the house and pay no rent than 
to have it stand idle. 


Extraordinary Depreciation 

Heretofore, any marked increase in 
depreciation rates from year to year 
has been likely to be questioned and 
claims for corresponding deductions 
have frequently been disallowed. The 
theory has been that extraordinary de- 
terioration or depreciation in one year 
would be offset by unusually low de- 
preciation in other years. Such would 
be the condition when average life 
tables are used. Under present condi- 
tions, however, extraordinary depre- 
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ciation from any cause; or the first 
recognition of increasing normal ob- 
solescence; or overload or overtime 
operation ; or any other such factor, is 
of markedly increased importance. 
Deductions claimed on their account 
should now be recognized if ade- 
quately supported by competent evi- 
dence and if required, by testimony. 

The maintenance and repair of a 
unit or property has a great deal to do 
with its expectancy of life. Further, 
ordinary current small renewals may 
overlap depreciation to some extent. 
No two companies follow the same ac- 
counting policy in segregating repairs, 
ordinary renewals and major renewals. 
In those cases where major renewals 
are charged to operating accounts and 
depreciation has also continued on in 
full at arbitrary rates, there may be 
some real adjustments. By the same 
token adjustments may be required by 
those companies that capitalize re- 
newals without writing off the tfe- 
placed property. I know of a few of 
these but cannot mention cases. 
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Now for a somewhat different 
phase of the situation to which the 
new regulations call renewed atten- 
tion. It must be clear that the smaller 
the group being dealt with, the easier 
the substantiation. On the one hand, 
the taxpayer will not be allowed to use 
a rate higher than the actual rate of de- 
preciation and, on the other hand, he 
cannot afford to miss an opportunity 
to adopt a higher rate which can be 
supported, 

Bureau regulations in effect for many 
years have specified that depreciation 
deductions should be computed with 
reference to units or groups of prop- 
erty. Bulletins of the bureau have stated 
that the use of composite rates apply- 
ing to property as a whole will ordi- 
narily not be approved. Some of its 
latest instructions have said that the 
cost used shail “be shown separately 
for each class of assets having distinctly 
different character or substantially dif- 
ferent length of serviceable life.” 
And, again: “If the depreciable assets 
are in use at different plants or loca- 


Another Valuable Article on Legal 
Phases of Accounting—In Fune Issue 


— and litigation, the new problems which they have 
created, the legal aspects of accounting questions propounded to 
the controller—these form the basis of a special feature article which is 
to appear in the June issue of THE CONTROLLER. 


The material is from the pen of Judge William L. Ransom, of the 
New York law firm of Whitman, Ransom, Coulson and Goetz. Judge 
Ransom prepared the paper for presentation at the Spring Conference 
of The Controllers Institute of America, and has since amended and 
added to it, for publication in this magazine. 

The article is one which will be of great usefulness not only to con- 
trollers, but to corporation officers generally. Judge Ransom prefaces 
his remarks by saying: 

“Legislation and litigation have combined to give an ever increasing 
importance and dignity to those responsible for the books, accounts, 
and records of American Industry.” 

Further he says: “Upon you often rests, at least in the first instance, 
the patriotic duty and opportunuity of advising whether and to what 
extent American industry shall resist the bureaucratic tendencies of 
government. .... 

Judge Ransom devotes a portion of his paper to a discussion of the 
operation and effects of the National Recovery Act. It is a most timely 
contribution to current literature on business subjects. 
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tions, this information . . . . should 
be shown separately for each different 
plant or property.” Some taxpayers 
have not used details. 


Should Divide into Groups 

Under such circumstances, the 
bureau now states that, when compos- 
ite rates are used, claims for losses sus- 
tained by the normal retirement of in- 
dividual items are not allowable since 
the use of an average rate contemplates 
the normal retirement of assets. both 
before and after the average life has 
been reached and there is, therefore, no 
possibility of ascertaining any actual 
loss until all assets contained in the 
account have been retired. 

The taxpayer, if he has not already 
done so, now must, at the very least, 
divide his property into groups to 
which the same factors of depreciation 
apply, and carefully reconsider, in the 
light of the new requirements, the 
validity of groupings already estab- 
lished, making adjustments when 
necessary either to conform more ex- 
actly with the requirements or to facili- 
tate his ability to avail himself of all 
proper benefits of the new method of 
administration. 

It would appear that the clearest tax 
returns, those least susceptible to 
criticism, will be based upon individu- 
ally applied rates for separate items of 
property wherever possible. Certainly 
if several items are to be grouped to- 
gether and treated as a whole they 
must be so grouped physically and 
must be similar in all particulars. It 
would be foolish, for instance, to at- 
tempt to group printing presses and 
textile Jooms. 

There are of course many other 
points affected by T.D. 4422. I have 
far from exhausted the possibilities of 
discussion and at the risk of proving 
tiresome I wish to make some men- 
tion of the tax basis. 

T.D. 4422 refers to the capital sum 
to be ‘‘recovered”’ rather than, as for- 
merly, to the capital sum to be “‘re- 
placed.” The taxpayer is not expected 
necessarily to be able to recoup his in- 
vestment in its entirety by depreciation 
deduction. A determination is called 
for of the second-hand, scrap or junk 
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value which the property may be ex- 
pected to have at the end of its useful 
life. 

Many of you have debated that time 
honored and hardy perennial as to 
whether depreciation should be based 
on replacement or on original cost. 
Many of you probably use the replace- 
ment basis for figuring the deprecia- 
tion to be included in plant overhead 
and production costs and in that re- 
spect you are right. Your products 
meet competition on today’s prices of 
plant cost. However, such figures 
cannot be used in some tax returns, 
even though economically correct. 
Sometimes I think that after all our 
income tax has become a misnomer. 
It is not an income tax but a tax fixed 
by a certain set of rules laid.down by 
Congress. These rules provide that 
depreciation shall be based upon origi- 
nal cost or March 1, 1913 value if 
acquired prior thereto. 

A word or two about setting up the 
property costs. It may be desirable for 
one reason or another to prepare a 
new base or to change the allocations 
to various accounts. There is no rea- 
son why March 1, 1913 values for 
property acquired prior thereto, can- 
not be revised to the facts. For other 
property it may be that maintenance 
and replacements have become so in- 
volved that it is better to reset up 
plant figures. Where a large company 
has not made a detailed analysis of its 
plant account it certainly would be ad- 
visable to do so now. 

The totals of the new plant ac- 
counts must, of course, be reconciled 
to the books, but it will not be possi- 
ble to get the details from the books. 
This analysis, if done, should be 
started by a field inventory of the 
property. 

Any one who has had .anything to 
do with matching up property against 
book costs knows the immensity of the 
job. The ideal situation, which never 
exists, would be, that an inventory 
priced at cost figures and totalled up 
will equal the total book cost, but this 
never happens. It is most undesirable 


to put differences into a “maverick” 
account not identified with property, 
because then depreciation cannot be 
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taken. This “maverick” account may 
be greatly reduced and almost elimi- 
nated by careful field work and ex- 
perience on the part of those who do 
the job. 


When Lump Sum Purchase Is Made 


A business may have been pur- 
chased at a lump sum. How much 
was physical property and how much 
was intangible? Then again, better- 
ments and retirements made in the 
past years lead to constant error. A 
certain underground drainage tunnel 
was doubled in capacity. The books 
at first carry the cost of the original 
excavation, concrete and so on. The 
new tunnel enlarges the old one and a 
new set of costs are reported to the ac- 
counting department. What was tre- 
tired and what added? Does the pres- 
ent cost represent the present tunnel ? 
It is difficult enough to work this out 
at the time, with all the facts available, 
but when we are today reviewing 
something that happened say in 1915 
we have problems. 

Companies whose capital accounts 
date back many years will find varied 
and sundry journal entries. Some con- 
servative companies wrote off all re- 
placements. Your large existing blast 
furnace may be on the books at the 
cost of the earlier smaller unit. Care 
must be exercised to develop the cost 
for the depreciable property. 

The work on the books is one of 
breaking down to match up with the 
field inventory. As a tule this is done 
backwards beginning at the present 
day and working back year by year to 
the earliest date possible. Such ac- 
counts as organization, intangibles, 
land, buildings, etc. will yield a wealth 
of information, as will vouchers and 
bills. 


In large companies an index is 





QUESTIONS ON | 
DEPRECIATION RULES | 
Some of the questions asked of | 

_ Mr. Storck regarding the applica- | 
| tion of the new regulations regard- | 
| ing depreciation, and his answers | 
thereto, will be published in the | 
June issue of THE CONTROLLER. | 














made of contracts and purchases and a 
history of the property set up. Ex- 
perience has shown that in the long 
run these will be invaluable time 
savers. The search of old ledgers, 
minute books, journal entries, the 
technical press, and other records, of- 
ficial and unofficial, provide such ma- 
terial and the construction history of 
major units of the company is devel- 
oped. Thus, charges which at first 
appear to be intangible items, are 
often found to be definite costs of 
physical plant. As for instance, con- 
struction costs in connection with 
foundation troubles, floods, accidents, 
engineering, rent of construction 
equipment, and so on. Considerable 
knowledge of sources and ingenuity 
will dig out these matters. 

The field inventory and book analy- 
sis should go forward at the same time 
and be done cooperatively. Much 
field time can be saved where lump 
sum costs can be found for units. On 
the other hand the field crew may 
have to take detailed inventories of 
items that are now in use but cannot 
be found on the books. In cases 
where substantially different deprecia- 
tion rates apply to various parts of a 
property group acquired by lump sum, 
it will be necessary to make the in- 
ventory and price it in order properly 
to segregate the total. 


Engineering and Accounting Combine 

This job of setting up a plant cost 
is a combination of accounting and en- 
gineering. The ordinary bookkeeper 
type is not successful in this work, nor 
is the draftsman type taken from an 
engineering department. The analy- 
sis should be in charge of those who 
have had previous experience. Often 
men from various operating depart- 
ments familiar with the physical prop- 
erties do exceptionally well as assist- 
ants. 

Many of you have reproduction ap- 
praisals that were made in past years. 
They will be useful in identifying the 
property that then existed and in fix- 
ing its then condition, but as I stated 
above such appraisals, priced at repro- 
duction figures, cannot be used other- 
wise for tax purposes. 

















Some companies have attempted to 
pro-rate lump sum capital cost figures 
on the basis of these appraisals. This 
is not recommended, because price 
changes over the years are far from uni- 
form as between different accounts. 
Copper, for instance, went from 18 
cents up to 25 cents and then dropped 
back in recent years to 8 cents. Under 
such wide fluctuations, a segregation 
of plant account arrived at by this 
method might be seriously unbal- 
anced. While the 1913 construction 
index was 100, and the peak for 1920 
was 273, it does not follow that the 
rise and subsequent decline was uni- 
form for all items. Some items varied 
at the peak as much as 100 points 
from the average. 

The only way to have a really satis- 
factory basis, if you are starting new, 
is to set up a thoroughgoing retrospec- 
tive cost appraisal. 

Finally, a word as to the importance 
in the present situation of the engi- 
neer. The new procedure is in a 
formative stage. I have earlier 
pointed out the extent to which indi- 
vidual interpretation of rulings must 
govern in the absence of precedent 
under the new system. The stage is set 
for dispute and argument between the 
taxpayers and the bureau. Many 
points, some of major importance, will 
arise. 


How Substantiate Higher Rates? 

For one thing, the apparent super- 
session of life tables as a finality, in a 
sense removes restrain while at the 
same time the new principles under 
which we shall have to work will to a 
certain extent place a premium, from 
the taxpayer's standpoint, upon the 
ability to substantiate higher rates. It 
is needless to point out the vagueness 
of forecasting obsolescence; its estima- 
tion is admittedly a matter of opinion; 
it is whose opinion that must count. 

There is no indication of any 
change in the official attitude toward 
expert assistance and testimony in tax 
proceedings. The Board of Tax Ap- 
peals has long said that books of ac- 
count and other similar evidence are 
not self-illuminating and that it 
“should not be asked to ferret out the 
correct answer to technical or difficult 
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SAMPLE FORM OF | 
INDEMNITY CONTRACT 
(For Securities Act use) | 


Note: This form is in use by a prom- | 


inent firm of engineers. | 


N consideration of your fur- 


nishing the undersigned issuer 


with your written consent to your 
being named in a registration state- 
ment (to be filed not later than 

six months from date by the under- | 


signed issuer, pursuant to the pro- | 
Cc 


visions of the Securities Act of 
1933) as having prepared or cer- 
tified the report or valuation spect- | 
fied in your annexed proposal, the | 
undersigned has agreed, and does | 
hereby agree: (a) to indemnify | 
and save harmless you and/or any 

person controlling you as defined | 
in Section 15 of said Act and/or 


your officers and employees from 


and against any and all liabilities, 


damages, costs or expenses, includ- 


ing counsel fees, directly or in- 


directly resulting from your being 


so named in such registration 
statement, or otherwise from your 
having given such consent; and 
(b) that no part less than the 
whole of such report or valuation 


shall be used in connection with 


any such registration statement or | 
in any prospectus without such | 
use first having been specifically | 
approved in writing by you. 


Issuer 


| Peers creer ere eee 
(Title) 
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questions of law and fact from unex- 
plained uncoordinated evidence.” On 
the other hand, not all testimony is ad- 
missible. The witness must of course 
have personal knowledge but that alone 
is insufficient lacking the qualifications 
of an expert “entitling him to speak 
with some measure of authority.” 

With the insistence of the new rul- 
ing upon even more documentary evi- 
dence and schedules, the value of 
expert assistance, and, if required, testi- 
mony is increased and the require- 
ments of first hand knowledge must 
not be overlooked. Recognized rules 
of evidence have always indicated that 
on matters of opinion, it is advisable 
to retain independent consultants. 
Otherwise the opinion of the tax- 
payers’ employes respecting their own 
property may be open to thoughts of 
bias, no matter how competently or 
honestly the work is done. 


Regulations Summarized 
In closing, if I may be allowed, I 
will summarize the more important 
points of these new regulations. 

T.D. 4422 is now effective and is 
retroactive to all returns not yet 
closed. 

It changes the past situation by 
ruling out an arbitrary use of life 
tables. 

Requires an annual reconsidera- 
tion of the rates. 

Places the burden of proof to 
sustain deductions squarely upon 
the taxpayer. 

Recognition must now be given 
to past operating conditions as af- 
fecting the rate: 

Recognition must be given to cur- 
rent developments as affecting “re- 
maining useful life.” 

Year by year variations in depre- 
ciation rates are allowable if sup- 
portable as a better representation 
of actual conditions. 

The advisability is indicated of a 
regrouping of assets for accounting 
purposes as an aid in preparing the 
additional schedules now required. 

Reproduction new appraisals can- 
not be used and if an entirely new 
tax basis is to be set up the appraisal 
must be on the historical retrospec- 
tive cost basis. 





Administration’s Monetary Policy 
Brought Sound Banking 


Financial Institutions Now in Position to Provide Funds for Re- 
covery—Channel to Small Industries Must be Opened—Proposed 
Silver Legislation Condemned—Paper by Dr. JOHN ‘T. MADDEN. 


der comprehensive review of the 
Administration's monetary policies 
contained in the paper that follows, 
was presented before members of THE 
CONTROLLERS INSTITUTE OF AMERICA 
and their guests at a dinner held in 
conjunction with the Spring Confer- 
ence of The Institute on April 20, in 
New York City. 

The author of the paper, DEAN 
Joun T. Mappen, of the School of 
Commerce, Accounts and Finance, of 
New York University, is an inter- 
national economic authority, whose 
studies and writings have been fol- 
lowed with interest for years. 

—THE EpIrTor. 


Aside from the broad economic and 
social philosophy underlying the New 
Deal as embodied in the provisions of 
the National Recovery Act, the Agri- 
cultural Adjustment Act, and other 
legislation, the immediate objective of 
the Roosevelt administration was and 
still is to raise prices approximately to 
the level of 1926. We must remember 
that while the monetary policies of the 
administration have for their ultimate 
aim the bringing about of an increase 
in the price level, yet these form a por- 
tion only of the New Deal, although 
they do constitute an integral part of 
the entire recovery program. 

I shall not enter into a discussion 
as to whether a rise in the level of 
prices can be brought about by mone- 
tary policy alone. The dispute over 
the relationship of gold to prices is 
still raging and I believe that there is 
little to be gained by further discus- 
sion on this controversial subject. I 
shall rather endeavor to analyze the 
effects of the monetary legislation 
which has been enacted and, further, 
to scrutinize carefully the proposed 


legislation, particularly with reference 
to silver, from the standpoint of the 
possible effect on the national economy 
of the country. I prefer this method 
of dealing with the subject because I 
believe that, at present, an empirical 
approach is of more practical value 
than a discussion of theoretical pros 
and cons. 

One of the first acts taken by the ad- 
ministration was the abandonment of 
the gold standard, first by suspending 
specie payments and then by placing 
an embargo on the exportation of gold. 
While I was opposed to such a meas- 
ure at the time, believing that our eco- 
nomic problems could be solved by 
other means, there was no doubt that 
the situation required drastic action. 


Drastic Action Required 

You will remember that a year ago 
last March the banks throughout the 
length and breadth of the country were 
closed; people all over the country 
were seized with a mania for hoarding 
both gold and paper currency; and 
there was a general feeling of despair 
and impending disaster. All ordinary 
standards of value had disappeared and 
the only thing that seemed tangible 
was cash on hand or deposits with 
strong banks. It was obvious that a 
public psychology of such character 
could be altered only by strong and 
radical measures. The abandonment 
of the gold standard was deemed to be 
the required remedy. 

Many who were not versed in mon- 
etary affairs immediately saw in this 
act the first step toward inflation and 
this altered their attitude toward val- 
ues. Cash on hand or on deposit with 
banks ceased to have the same attrac- 
tion and many endeavored to convert 


their cash balances into commodities or 
securities in the hope that with infla- 
tion, these investments would be much 
more advantageous than hoarded cash. 
Although the dollar depreciated only 
slightly during the months of March, 
April and May, the mere abandonment 
of the gold standard had its desired 
effect. Hoarding came to an end, 
money began to flow again into the 
channels of industry and trade, and 
recovery in almost all lines of business 
showed marked improvement. While 
I am not unmindful of the fact that 
other legislation also contributed to 
this revival of business, yet it is clear 
now that the revival of industrial ac- 
tivity during the spring of last year 
was to a large extent due to the fear 
of inflation caused by the abandonment 
of the gold standard. 

The second monetary step taken by 
the administration was the inaugura- 
tion of gold purchases by the Recon- 
struction Finance Corporation, both at 
home and abroad, at prices above the 
mint value of gold. Personally, I was 
skeptical of the effects of this policy. 
At any rate, as the price of gold meas- 
ured in terms of dollars increased, 
prices did not react accordingly and 
business conditions did not show the 
upswing expected by the proponents of 
the theory of raising prices by raising 
the price of gold. The chief advocates 
of this theory, notably Professor War- 
ren, are of the belief that there is a 
direct relationship between gold and 
prices, and that in order to bring about 
an increase in the price level it is 
merely necessary to increase the price 
of gold in terms of paper currency. 
Gradually, however, it became evident 
to most observers that the gold buying 
policy was not helping business; on 





























the contrary, it was actually hurting 
business recovery. 


President Fixes Weight of Gold Dollar 
As time went on, it became clear 
that the Treasury would be called upon 
to borrow huge amounts in the open 
market and, in addition, would have 
to carry out large-scale refunding oper- 
ations. It was obvious also that so long 
as the dollar was not stable and so long 
as people did not know at what point 
it would eventually be stabilized, the 
Treasury would be seriously handi- 
capped in arranging its new financ- 
ing. On January 30, 1934, the Gold 
Reserve Act was passed authorizing 
the President to fix the new gold con- 
tent of the dollar at between 50 and 
60 per cent of the former figure. On 
the next day, President Roosevelt fixed 
by proclamation the weight of the gold 
dollar at 15 5/21 grains, nine-tenths 
fine, or 59.05 per cent of the previous 
weight. Although the law authorized 
the President to change the gold con- 
tent within the limits just mentioned, 
it is generally believed that there will 
be no further alteration, at least until 
the treasury financing is out of the 
way, and the Treasury has become in- 
dependent of the capital market. 

The devaluation of the dollar was, 
of course, an integral part of the policy 
of raising commodity prices. At the 
beginning of this year, it was fully 
recognized first, that an increase in the 
general price level of the United States 
could not be brought about by such 
artificial means as increasing the value 
of gold in terms of paper money; and, 
second, that such an increase could be 
obtained only by increasing the volume 
of credit at the disposal of industry 
and trade. The devaluation and legal 
stabilization of the dollar, therefore, 
were motivated not only by considera- 
tions of treasury financing but also by 
a desire to broaden the credit base of 
the country and to place the banks in 
a position to increase materially the 
volume of commercial loans. 

Let us, therefore, analyze the effects 
of the stabilization of the dollar. In 
the first place, as soon as the dollar was 
stabilized, confidence in the currency 
of the United States returned. This 
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in turn resulted in the repatriation of 
American funds placed abroad during 
the period of panic preceding stabili- 
zation. Gold flowed into the country 
at an unprecedented rate as bankers 
took advantage of the disparity be- 
tween the value of gold abroad and 
its value at the United States Treasury. 
Gold imports amounted to more than 
$400,000,000 in February alone. This 
inflow of gold greatly increased mem- 
ber bank reserve balances at the Fed- 
eral Reserve Banks until at present 
the member banks hold reserves in ex- 
cess of requirements to the amount of 
more than $1,500,000,000. 


Bank Credit Expands 


These tremendous surplus reserves 
accumulated. by the member banks of 
the country are generally overlooked 
by the layman. Their importance lies 
in the fact that they are the foundation 
on which approximately $15,000,- 
000,000 of bank credit could be ex- 
panded without the member banks 
having recourse to the Reserve Banks 
for a cent of additional central bank 
credit. 

This increase in the member bank 
balances, however, was not entirely the 
result of the importation of gold. To 
some extent it was due to the expendi- 
ture of the profits accruing to the 
Treasury as a result of the devaluation 
of the dollar. The Treasury has re- 
plenished its balances with the Reserve 
Banks from time to time by turning 
over to them, gold certificates represent- 
ing gold held in the general fund. 
These balances are then disbursed for 
payment of government expenses and 
further increase the member bank ex- 
cess reserves. 

If the stabilization of the dollar had 
no other effect than the one just de- 
scribed it would have placed the banks 
in a position to finance the entire re- 
covery program. This, however, rep- 
resents only one phase of the stabiliza- 
tion. When the European countries 
devalued and stabilized their currencies, 
the usual practice was to utilize the 
profit resulting from the reduction of 
the gold content in liquidating debts 
previously contracted by the govern- 
ment with the central bank. In the 
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United States, on the other hand, the 
Treasury appropriated all the profits 
without utilizing them for the retire- 
ment of government securities held by 
the reserve banks. This gave the 
Treasury about $2,800,000,000 in gold 
and placed it in an exceptional posi- 
tion to finance the deficit as well as 
to carry out the refinancing operations 
on very favorable terms. 


One Phase Highly Successful 

The fact should not be overlooked 
that every cent of gold spent by the 
Treasury, no matter for what purpose, 
increases the balances of the member 
banks with the Reserve Banks and 
forces the latter to seek employment 
for these funds in the purchase of gov- 
ernment securities. The first net effect 
of the stabilization of the dollar was, 
therefore, to make it easy for the gov- 
ernment to obtain the additional funds 
to meet its deficits at a low rate of 
interest and to convert some of the 
government's outstanding debt into 
bonds bearing a lower rate of interest. 
This phase of the monetary policy of 
the administration must be considered 
as highly successful and I venture to 
predict that, although interest rates at 
present are very low, there will be a 
further decline and that, in October, 
when another $1,200,000,000 41/, Lib- 
erties are converted, the coupon rate 
on the new bonds will be even lower 
than those offered for conversion on 
April 15. 

As a result of the devaluation of 
the dollar the amount of our gold re- 
serves has greatly increased when com- 
pared with the total volume of cur- 
rency and credit outstanding, and the 
foundation has been laid for low in- 
terest rates which may conceivably 
continue for another two years. 

While the monetary policies of the 
administration have been highly suc- 
cessful in facilitating treasury financ- 
ing, the government has not yet suc- 
ceeded in inducing the banks to utilize 
their excess reserves for the expansion 
of loans to finance industry and trade. 
Since the stabilization of the dollar, the 
total volume of ‘“‘other loans,” mainly 
commercial, of all reporting member 
banks has decreased from $4,740,- 
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000,000 to $4,698,000,000, or a de- 
crease of about $42,000,000. 


Change in Banking System 

The question may be asked, ‘Why 
are the banks unwilling to increase 
their commercial loans at a time when 
their excess reserve balances are at the 
highest figure on record, and when the 
outlook is for a further increase in 
these balances?” The answer usually 
given, namely that satisfactory credit 
risks can not be found, is not a satis- 
factory one. In order to find a rea- 
sonable answer to this question we 
must analyze the important change that 
has taken place in the banking system 
of the country. 

The large number of bank failures 
up to March, 1933, and the tremen- 
dous losses sustained by some of our 
largest institutions, has brought a radi- 
cal change in banking policies. At 
present, it appears that the American 
banks are following the British ex- 
ample and are restricting their activi- 
ties to short-term self-liquidating com- 
mercial transactions. The banks are 
willing to lend at very low rates of 
interest but only provided the transac- 
tion on which the loan is based affords 
absolute assurance of repayment. 

In addition to this change in atti- 
tude of the American banks, which 
must be considered as sound and as a 
step in the right direction, legislation 
has been passed which also materially 
alters the banking practices of this 
country. The Banking Act of 1933 
required the divorce of security affili- 
ates from the commercial banks and 
thus brought to an end the close rela- 
tionship which had existed between 
commercial banking and investment 
banking. While this step may also be 
considered as a move in the right direc- 
tion it left a vacuum in our banking 
system which so far has not been 
filled. 

Our banks now find themselves torn 
between two policies: One, the policy 
of conservatism, liquidity and sound 
banking as advocated by the Comp- 
troller of the Currency, and the other, 
the policy of courage and initiative in 
expanding credit as urged by the Re- 
construction Finance Corporation. So 
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far the banks have tended to follow 
the policy of the Comptroller of the 
Currency with the result that in spite 
of the great liquidity prevailing in 
the money market, the volume of credit 
employed in commercial transactions 
has not increased. 


Silver Coinage of Little Effect 

The President’s proclamation of De- 
cember 21, 1933, authorizing the coin- 
age of newly mined silver is of little 
importance. Actually what it means is 
that the United States government is 
paying a bonus to the silver producers 
and incidentally increasing slightly the 
amount of silver currency available for 
circulation. Since the amount of silver 
which the Treasury is required to re- 
ceive is limited, the coinage of new 
silver dollars cannot have any substan- 
tial effect on our currency system. 

Hence we reach the conclusion that 
the monetary policies of the adminis- 
tration in so far as they are directed 
toward bringing about an increase in 
the volume of bank credit have not 
been successful. And this is so, in spite 
of the fact that, partly as a result of 
the purchase of several hundred mil- 
lions of dollars of the preferred stock 
and capital notes of banks by the Re- 
construction Finance Corporation, the 
banking system is today in a sounder 
position than for a number of years. 
Moreover, the liquidity of the money 
market and the stabilization of the dol- 
lar have greatly increased the surplus 
balances of the member banks with 
the reserve banks. 

It is now clear that until a channel 
is created between the money market 
and industry and trade no lasting re- 
vival of business can take place. There- 
fore, the efforts of the administration 
are now directed toward the creation 
of such a channel through which the 
large surplus funds that have accumu- 
lated in the money markets may be dif- 
fused into industry and trade. The 
proposals made to achieve this aim 
may be classified into three different 
groups. 

First, there was a proposal made by 
the Reconstruction Finance Corpora- 
tion to permit it to extend loans di- 


rectly or indirectly to small- and me- 
dium-sized business enterprises. 

The second proposal is to establish 
credit banks for industry, the capital 
of which would be subscribed out of 
the surplus of the reserve banks, for 
the purpose of extending medium-term 
credit to small enterprises. 

The last is the proposal of Senator 
Glass to grant these powers directly 
to the Federal Reserve Banks. 


Government Ready to Shoulder 
Losses 

All three proposals include pro- 
visions authorizing the Reconstruction 
Finance Corporation, the credit banks, 
or the Reserve Banks to discount obli- 
gations held by banks providing the 
banks assume responsibility for 20 per 
cent of the amount involved. The pur- 
pose of this legislation is to induce 
banks to extend loans for a period up 
to five years and since it is well known 
that these loans are not liquid and that 
losses may result therefrom all the pro- 
posals include provisions whereby the 
greater part of the loss will be borne 
by the respective governmental agen- 
cies. 

Personally I am in favor of this 
legislation. I believe that if the Glass 
Bill, for example, is passed and if the 
Federal Reserve Banks are given the 
power to make loans directly or indi- 
rectly to small-sized enterprises for a 
period of five years, about $800,000,- 
000 of working capital will be placed 
at the disposal of small industrial en- 
terprises and that this in turn will have 
a favorable effect on the industry and 
trade of the nation. A question may 
be raised as to the advisability of the 
Federal Reserve Banks engaging in 
such transactions and the further ques- 
tion as to whether it would not be 
better to follow the Swedish and Brit- 
ish examples of establishing for this 
purvose separate corporations inde- 
pendent of the central bank. But it 
is obvious to all those familiar with 
the situation that special public or 
quasi-public institutions are needed for 
the purpose of lending working capital 
to those establishments which are un- 
able to obtain adequate credit through 
ordinary banking channels. 




















One may, therefore, hazard the con- 
clusion that the success of the mone- 
tary policies of the administration will 
depend to a considerable extent upon 
whether such a special channel can be 
created between the money markets 
and smaller-sized enterprises. If this 
is not done then the liquidity of the 
money market will merely result in 
inflation of higher-grade bonds, nota- 
bly governments, since under the Glass 
Bill and under the proposed Stock 
Exchange legislation the volume of 
credit which can find its way into the 
stock market will be limited. In the 
long run, however, if no further mone- 
tary legislation is passed the pressure 
of the excess reserve balances of the 
commercial banks will gradually force 
a more liberal attitude toward commer- 
cial loans. 


Banks Can Finance Recovery 


One thing is certain, that our bank- 
ing system without any further legisla- 
tion is in a position to finance a busi- 
ness recovery. The surplus balances 
already maintained by the member 
banks with the Reserve Banks are large 
enough to provide ample credit for all 
the needs of the country without any 
further tinkering with the credit and 
currency system. 

However, new legislation has been 
introduced in the Congress which if it 
should pass and become law would, in 
my opinion, have a serious adverse ef- 
fect on economic conditions in the 
United States. I refer to the new silver 
purchase bill which embodies the pro- 
posals of Representative Dies and Sen- 
ator Thomas. In my experience I 
have seldom come across any legisla- 
tion more unsound than that proposed 
in this bill. In the first place, the 
bill would authorize the Export-Import 
Bank to accept payment for exports of 
American farm products in silver at a 
value of 10 to 25 per cent above the 
market price of silver. If the United 
States is willing to accept payment for 
our surplus products in silver at a 
premium of 25 per cent above its mar- 
ket, would not all nations importing 
American cotton, wheat or lard, pay 
for their imports in silver in order to 
obtain a discount of up to 25 per cent? 
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Secondly, would this not be te- 
garded as dumping by most countries 
and would this not in turn .result in 
retaliation on the part of other coun- 
tries ? 

But above all, what do we need the 
silver for? Are not the gold holdings 
of the country large enough to sustain 
any amount of currency that may be 
needed by business? What is the pur- 
pose of further deteriorating our cur- 
rency by increasing the volume of sil- 
ver certificates ? 

As if this proposal is not bad 
enough, the bill contains still worse 
provisions. It provides for the pur- 
chase by the government of all silver 
accumulated in the United States and 
the payment therefore with silver cer- 
tificates. But it does not stop here. 
It further proposes that the United 
States buy annually not less than 50,- 
000,000 ounces of silver in the world’s 
markets until prices in the United 
States have reached the level of 1926. 
Later, if commodity prices decline by 
3 per cent below the 1926 level, then 
purchases of silver would be resumed 
again. 


Would Be on Silver Basis 


Let us analyze the effects which this 
bill would have on the currency system 
of the United States if it should be- 
come law. In the first place, it would 
result in a tremendous increase in the 
amount of silver held by the Treasury. 
The Treasury would be forced to issue 
silver certificates against this store of 
metal. It is clear, however, that the 
total amount of currency in circulation 
cannot be increased beyond the needs 
of business and that the issuance of a 
large amount of silver certificates 
would immediately result in a decrease 
in the volume of Federal Reserve notes 
in circulation. The net effect of this 
legislation, if it should become law, 
would be practically to put the United 
States on a silver basis. In my opinion, 
the current silver bill is one of the 
most vicious bills that has ever been 
introduced in the Congress and it re- 
flects clearly how far individual legis- 
lators will go to further the aims of 
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their own constituents irrespective of 
the effects which these proposals may 
have on the nation as a whole. 

In my opinion every effort should 
be made to prevent passage of this 
legislation because it not only would 
debase our currency but would set in 
motion inflationary forces which we 
would not be able to control later. 

The monetary policies of the ad- 
ministration so far have been varied in 
character. Some of them must be con- 
sidered as sound. Others, and notably 
the gold policy, have been open to 
question. However, the net result is 
that although the United States has 
lost prestige in the international mar- 
kets the banking system of the country 
is sounder and the banks are thor- 
oughly equipped to finance the revival 
of industry and trade. 

The main problem at the present 
time is to see that no monetary legisla- 
tion is passed which would nullify the 
benefits so far obtained. The monetary 
gold stock of the country is large 
enough. As a matter of fact the 
amount of yellow metal in the pos- 
session of the United States is more 
than we can use for some years to 
come. If the silver bill is defeated and 
if no further monetary legislation is 
enacted, we reach the conclusion that 
from the monetary and credit points 
of view, the country is set to witness a 
rapid revival of business activity. 


CONTROLLERS CONFER- 
ENCE JUNE 6 AND 7 


The American Management Association 
announces an executive conference of cor- 
poration officers, including controllers, to 
be held at the Lido Club, Long Island, June 
6 and 7. 

The Controllers Institute was invited 
to assume joint responsibility with the 
American Management Association in con- 
ducting the conference. In view of the 
fact that the Controllers Institute of 
America held a spring conference on April 
20, the officers and directors of the Institute 
felt that the organization should not under- 
take further responsibility for another con- 
ference at this season. The Institute, how- 
ever, offered its complete cooperation with 
the American Management Association in 
making its conference a success, and the 
American Management Association accepted. 








INSTITUTE ACTIVITIES-COMMUNICATIONS 


The Spring Conference of The Con- 
trollers Institute of America, held April 
20, at the Waldorf-Astoria Hotel, New 
York City, must be recorded as a very 
successful affair; so much so, in fact, 
that members of The Institute are asking 
that such conferences be made a fixture 
on the calendar of The Institute, in April, 
immediately after the income tax rush of 
March and April. It is felt that two 
national gatherings a year should be held 
by The Institute for the purpose of study- 
ing controller’s problems, and to further 
the aims of The Institute at this time 
particularly, when such rapid progress is 
being made in the program of The Insti- 
tute. 

One hundred members of The Institute 
took part in the afternoon session of the 
Conference, and there was animated dis- 
cussion of the four subjects listed, 
namely: 


“How Can Increasing Tide of Govern- 
ment Required Financial Reports Be 
Stopped?” 

“Cost Formula for Administering NRA 
Code Terms of Not Selling Below 
Cost.” 


“Current Problems of the Controller, 

Arising from New Legislation.” 
“The Institute—Its Ideals, Progress, and 

Program.” 

The columns of The Controller will pre- 
sent reports of the discussions. 

In the evening nearly three hundred 
persons sat down at dinner in the Wal- 
dorf-Astoria Hotel. It was a brilliant 
affair,.for which The Institute has been 
widely commended. Many public ac- 
countants, and many corporation officers, 
were present. 

Previous to the Spring Conference The 
Institute had held two annual meetings, 
in September, 1932 and 1933. The Spring 
Conference surpassed both of the annual 
meetings in attendance, and interest ran 
higher than ever in the subjects under 
discussion. Members were present from 
distant points, including Florida, Mis- 
souri, Chicago, Pittsburgh, Boston, and 
many other cities. 

President Daniel J. Hennessy acted as 
toastmaster at the dinner. Various mem- 
bers of The Institute presided during the 
afternoon session, including Major J. Cal- 
vin Shumberger, Arthur E. Davis, and 
Ernest L. Osborne. 


Cost of Entrepreneur Service 
Asked in Recent Questionnaire 


A recent government questionnaire 
presented a request for the cost of 
“entrepreneur” service in a segrega- 
tion of cost of an operating industry. 

After considerable search, a com- 
mittee of one industry found what it 
considers a very satisfactory definition 
of entrepreneur service. Major J. Cal- 
vin Shumberger, controller of the Le- 
high Portland Cement Company, and 
vice-president of the Controllers In- 
stitute of America, feels that the def- 
nition will be helpful to every con- 
troller and passed it along to the 
Institute. 

The definition is one given by Louis 
August Rufener, A.B., M.A., Ph.D., 
professor of economics of West Vir- 
ginia University, and formerly eco- 
nomic expert for the War Trade 
Board of the United States Depart- 
ment of Labor, and the Tariff Commis- 
sion, for the National Encyclopedia. 
It reads as follows: 


“ENTREPRENEUR, the French term for 


the person who organizes, directs and as- 


sumes the risk of business enterprises. The 
entrepreneur, the business man, or the man- 
agement, may be called the active factor in 
business enterprise, the passive factors being 
land, capital and labor. It is the function 
of the entrepreneur so to combine certain 
quantities of natural resources, capital, and 
labor, as to produce a salable product com- 
manding a market price in excess of its 
costs of production. Costs of production in- 
clude wages of labor, interest on capital, 
rent on the land employed, and outlays for 
materials and supplies consumed in the 
process of production. When business men 
in any industry compete with one another 
without restraint both in buying and selling 
there is a strong tendency for average costs 
of production to equal or even exceed the 
average price obtained for the product, so 
that in the aggregate producers enjoy no 
net gain over costs of production. The more 
able or fortunate, however, do enjoy a net 
gain, or profit, while the less able or for- 
tunate suffer net losses. The entrepreneur 
may be said to make a profit when his net 
income from his business enterprise is 
greater than would be his income if he 
worked for wages or a salary, and lent his 
available capital to others at the current 
rate of interest. It is this possible net gain 
which induces the entrepreneur to assume 
the risks of business enterprise.” 


HE announcement that follows, of the 

organization of The Pittsburgh Control, 
of the Controllers Institute of America, 
was written for, and at the request of, the 
publication Modern Finance, issued in Pitts- 
burgh: 

“The organization on April 19 of a 
local branch of The Controllers Institute 
of America brought to Pittsburgh the 
third charter of an association of national 
scope, including within its membership 
representative controllers of the largest 
and most important corporations of the 
country. 

“The local group is known as The Pitts- 
burgh Control of The Controllers Insti- 
tute of America. 

“The Controllers Institute of America, 
although in existence without local 
branches for little more than two years, 
has already performed important tasks of 
national interest, among which have been 
the adoption and promulgation of a 
declaration for observance of the highest 
ethical standards in corporate accounting; 
the appointment of a committee of ten 
members to Washington to assist in the 
drafting of the regulations for the ad- 
ministration of the National Securities 
Act; the obtaining of recognition in this 
Act for the important duties of the con- 
troller, and this for the first time in any 
statute. 

“A committee of the Institute is now 
actively engaged in endeavoring to elimi- 
nate many of the evils of the pending 
Stock Exchange Control Act. 

“One of its special purposes is to bring 
forcefully to public attention the im- 
portant functions and executive respon- 
sibility of the controller, the necessary 
part he must play in providing not only 
road maps for corporate activities but 
also the ‘stop and go’ signals for its 
progress. A proposed form of corporate 
by-law amendment has been formulated 
for effecting the inclusion of the con- 
troller as one of the executive officers 
of the corporation. With much of the 
present outstanding legislation providing 
for regulation of corporate accounting 
practices, considerable recognition is be- 
ing given to the necessity for independ- 
ence of policy and action on the part of 
the chief accounting executive, adding 
not only new responsibilities but liabili- 
ties never before thought of in connec- 
tion with his important functions. 

“The Institute provides also an oppor- 
tunity for association with a group of 
executives not in any other way provided 
for, with a groundwork for unity of 
action in matters of professional expedi- 
ency and making for uniformity in meth- 
ods and standardized practices. 

“While the Institute enrolls in its mem- 
bership only controllers of important 
corporations, it in no way can be con- 
sidered competitive or overlapping with 
any other existing association. 

“At the organization meeting of the 
Pittsburgh Control of the Controllers In- 
stitute of America, held at the William 


Penn Hotel on Thursday evening, April 
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19, the following members were elected 

to office: 

President: Geo. V. Lang, Secretary and 
Treasurer, United Engineering 
& Foundry Company. 

Vice- 

President: Paul J. Urquhart, Vice-Presi- 

dent and Auditor, Aluminum 

Company of America. 

Treasurer: Wm. E. Scheibler, Auditor, 
Union Trust Company of Pitts- 
burgh. 


Secretary: John L. Glenn, Controller, 
Pittsburgh Coal Company. 

Board of 

Directors: Herbert A. Gidney, Controller, 
Gulf Oil Corporation of Penn- 
sylvania. 
Roscoe Seybold, Controller, 


Westinghouse Electric & Mfg. 


Co. 
M. C. Spahr, Controller, Pitts- 
burgh Plate Glass Company. 

“All officers are ex-officio members of 
the Board. 

“At the meeting of the Board follow- 
ing the meeting of members, a Committee 
for Meetings was appointed, consisting 
of : 

W. H. Swinney, Controller, 
West Penn Power Company. 
Carl G. Jensen, Controller, A. 
M. Byers Company. 
E. A. Berry, Auditor, The 
Koppers Company.” 


At a meeting of the Board of Directors 
of the Controllers Institute of America 
held March 26, 1934, the following were 
elected to active membership: 


George M. Arisman, Armstrong Cork 
Company, Lancaster, Pennsylvania. 
William H. Carr, Yosemite Park and 
Curry Company, Yosemite National 

Park, California. 

S. Gerald Darlington, Hamilton Watch 
Company, Lancaster, Pennsylvania. 

Julius L. Freed, H. L. Green Company, 
Inc., New York City. 

E. A. Berry, The Koppers Company, Pitts- 
burgh, Pennsylvania. 

E. B. Nutt, Standard Oil Company of 
New Jersey, Pittsburgh, Pennsylvania. 

M. Carl Spahr, Pittsburgh Plate Glass 
Company, Pittsburgh, Pennsylvania. 

W. H. Swinney, West Penn Power Com- 
pany, Pittsburgh, Pennsylvania. 

V. D. Berry, Alfred Decker & Cohn, Inc., 
Chicago, Illinois. 

Clyde E. Bissell, The Borg & Beck Com- 
pany, Chicago, Illinois. 

J. F. Brandt, Swift & Company, Chicago, 
Illinois. 

Benjamin B. Bromberg, Mandel Brothers, 
Inc., Chicago, Illinois. 

A. B. Churbuck, Montgomery Ward & 
Company, Chicago, Illinois. 

W. C. Davis, George C. Peterson Com- 
pany, Chicago, Illinois. 


Frank J. Ellis, William Wrigley, Jr. Com- 
pany, Chicago, Illinois. 

W. H. Houghton, Bendix Aviation Cor- 
poration, South Bend, Indiana. 

Frank G. La Bonte, Marsh & McLennan, 
Inc., Chicago, Illinois. 

Walter C. Otto, The Wahl Company, 
Chicago, Illinois. 

J. G. Smithwick, Swift & Company, Chi- 
cago, Illinois. 

C. J. Thiebeault, R. R. Donnelley & Sons 
Company, Chicago, Illinois. 

Samuel Tronsky, Goldblatt Brothers, Inc., 
Chicago, Illinois. 
Professor John H. Shields, of Duke 

University, Durham, North Carolina, was 

elected to associate membership. 


At a meeting of the Board of Directors 
held April 23, 1934, the following were 
elected to active membership: 

Earle D. Atwater, William Wrigley, Jr. 

Company, Chicago, Illinois. 

Richard H. Browne, White Tower Man- 
agement Corporation, Pittsburgh, Penn- 
sylvania. 


At a meeting of the National Board of 
Directors of the Controllers Institute of 
America, held May 21, the following ap- 
plicants for active membership were elected: 
Allan G. Armstrong, Board of Transporta- 

tion, New York City. 

Fred Dunning, The Yale & Towne Manu- 
facturing Company, New York City. 
F. R. Ficken, Socony-Vacuum Corporation, 

New York City. 


John H. Hadfield, Rockville Centre, New 
York. 

Peter O. Hlobil, International Printing Ink 
Corporation, New York City. 

August J. Hoehn, National Sugar Refining 
Co. of New Jersey, New York City. 

Arthur Holmes, General Chemical Com- 
pany, New York City. 

R. H. Johnson, Socony-Vacuum Corpora- 
tion, New York City. 

George Kilian, Pennsylvania-Dixie Cement 
Corporation, New York City. 

W. M. McCoy, American Brake Shoe Com- 
pany, New York City. 

James C. Milner, International Business 
Machines Corp., New York City. 

Edward A. Brion, Chicago Rapid Transit 
Company, Chicago, III. 

Edward W. Burbott, A. B. Dick Company, 
Chicago, Il. 

Homer S. Campbell, Crane Company, Chi- 
cago, Ill. 

J. A. Donaldson, Montgomery Ward & 
Company, Inc., Chicago, III. 

Ernest L. Olrich, Marshall Field & Com- 
pany, Chicago, II. 

C. R. C. Custer, The Autocar Company, 
Ardmore, Pa. 

Carl E. Resley, National Radiator Corpora- 
tion, Johnstown, Pa. 

George R. Cooper, Motor Casualty Corp. 
of America, Philadelphia, Pa. 
Crawley Davis, Instructor in Accounting, 

at Columbia University, was elected an as- 

sociate member. 
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REVIEWS of Current Business Publications 


BUSINESS ORGANIZATION AND COM- 
BINATION. By Richard N. Owens, Ph.D., 
C.P.A. Prentice-Hall, Inc., New York. 
649 pp. $5. Devoted to a study of the 
various forms of business enterprise, this 
volume is of exceptional interest inasmuch 
as it explains in a clear and comprehensive 
manner not only those forms of organiza- 
tion with which most people are conversant 
but also those forms not so clearly under- 
stood by the average man. As a reference 
work it is of great importance. 

Throughout, when necessary to clarify 
the text, full consideration is given to the 
economic and legal aspects as well as to 
the regulation of business combinations and 
competitive practices by the common law 
and Federal and state legislation. In ad- 
dition, there is a chapter on the National 
Industrial Recovery Act and other new deal 
legislation has been treated throughout the 
volume. 

The point of view throughout the book 
is largely historical and descriptive, an at- 
tempt being made to trace the historical de- 
velopment of each form of business or- 
ganization, to describe it and to indicate 
the purposes for which it is employed. 
Without bias, it presents both the argu- 
ments in favor of and against each form of 
organization, leaving to the reader the for- 
mation of their individual opinion. 

Divided into five sections, the first dwells 
on the non-corporate forms of business or- 
ganization—single proprietorship, partner- 
ship, the joint stock company and the 
Massachusetts trust. 

Following this, the corporate form of or- 
ganization is discussed. The author has 
traced the history of the corporate style 
from its early beginnings down to the 
present, and from then on covers the cor- 
porate charter and by-laws, capital stock, 
stockholders, directors and the investment 
trust. 

Having disposed of the necessary prelim- 
inaries there is then outlined the develop- 
ment of American industry, the history of 
the combination movement, present indus- 
trial concentration, American expansion 
abroad, types of industrial. combinations 
and the advantages and disadvantages of 
large size. 

This naturally leads to a description of 
methods of combination—gentlemen’s agree- 
ments, pools, trusts, community of inter- 
ests, consolidated companies, leased and 
holding companies, trade associations and 
cooperative associations and chains. This 
includes explanations of agreements re- 
specting division of markets, prices, pro- 
duction and the operation of pools to con- 
trol prices, profits, markets and production. 

The last quarter of the contents deals 
with the’ regulation of combinations, 
through common law, state and Federal 
legislation, the Federal Trade Commission 
and the National Industrial Recovery Act. 

While the organization of governmental 
managed industries might logically have 
heen considered in this work, the author 
feels that their study should be left to 
courses in socialism and economic reform. 

A. S. VAN BENTHUYSEN 


A STUDY OF CORPORATION SECURI- 
TIES. By Arthur Stone Dewing. The 
Ronald Press Company, New York. 427 
pp. $4. At no time has there existed a 
greater need for a detailed understanding 
of corporate securities. It is important 
not only to the corporation but to the in- 
vesting public as well. Mr. Dewing has 
turned out a volume that is of peculiar in- 
terest in these days of rapidly changing con- 
ditions and one that well repays the reader 
the attention he gives it. Like several other 
works by the author, it is an authoritive 
presentation of the subject selected and one 
that is worthy of a place in any business 
man’s library. It is not written from a 
legal standpoint, nor is it controversial. It 
is strictly a study of the financial structure 
of a corporation, viewing the corporation 
as merely a pragmatic reality arising out of 
the conditions of a highly organized and 
highly intricate economic environment. 

Starting with the origin, development 
and growth of the corporate form of busi- 
ness, the financial postulates of the corpo- 
ration and its capital, there are discussed 
the various conceptions, historical, teleolog- 
ical and otherwise, of capital. No par 
stock, watered stock, stated capital, par 
values, stock splits and reverse splits ae 
fully explained as well as their significance 
and their effect on market prices. 

Taking up the attributes and forms of 
capital stock, a close examination is made 
of the rights of stockholders and manage- 
ment, ultra vires proceedings, the effect of 
the business cycle on common stocks, Mas- 
sachusetts associations and common and 
preferred stock. 

Next we pass to the classification of 
capital stock, preference issues, guaranteed 
stock, participating stock and common 
stock. This brings up the various features 
connected with these issues, yields, liens, 
degree of preference, redemption, dividends, 
security, protection, legal import and rights 
of management. 

The general characteristics of funded 
debt, secured and unsecured obligations and 
equipment obligations are covered fully; the 
distinctions between the various types being 
clearly explained. This section of the book 
alone is worth more than the price charged 
by the publishers. Among other topics cov- 
ered are the advantages and disadvantages 
of open and closed bonds, classification of 
bonds, guaranteed bonds, the after-acquired 
clause, security, lack of voting power, 
handicap of state tax laws, maturities, re- 
strictions, vagueness in respect to certain 


issues, receivers’ certificates, assumed bonds, 
strength of guaranteeing corporation, joint 
bonds, debentures, income and participating 
bonds, and so forth. 

Finally, frank discussion centers in the 
privilege of conversion, together with a 
description of warrants and their peculiari- 
ties. Having perused this volume one must 
acknowledge that it was time well spent. 

A. S. VAN BENTHUYSEN 


MATHEMATICS OF ACCOUNTING. By 
A. B. Curtis, C.P.A. and J. H. Cooper, 
C.P.A. Prentice-Hall, Inc., New York. 480 
pp. $5. This is a revised edition of a work 
originally issued in 1925, which passed 
through eight printings. This statement 
alone demonstrates the soundness of the 
method of instruction imparted by the con- 
tents. It is intended as a textbook for the 
student of accountancy and as a reference 
book of general information for the quali- 
fied accountant, either public or private. 

Divided into two parts, the first deals 
with the simpler subjects pertaining to the 
mathematics of accounting, while the sec- 
ond covers the more involved phases, com- 
monly known as the mathematics of in- 
vestment or actuarial science. 

Starting with short methods for the use 
of accountants, fractions, percentage, in- 
ventories, gross profit test, analysis of state- 
ments, commercial discounts, interest, bank 
discount, partial payments, averaging, and 
so on, we reach a chapter on the funda- 
mentals of algebra. The need for elementary 
knowledge of this subject is pointed out, 
the accountant often finding it extremely 
difficult to make certain complicated cal- 
culations by ordinary arithmetical means. 
From this point we pass on to equations, 
logarithms, the graphic presentation of sta- 
tistics, progression, partnership, good-will, 
business finance and foreign exchange. 

In the second part, the subjects discussed 
are compound interest, annuities, bond and 
bond interest valuation, asset valuation ac- 
counts and building and loan associations. 

At the close the authors present prac- 
tical business measurements together with 
problems in connection therewith, followed 
by the well-known tables of weights, meas- 
ures and values. Last, the most important 
of the tables shown, logarithms and the 
compound amount, and similar tables. The 
authors are to be commended in bringing 
out this revised edition and it is a valuable 
addition to any accounting collection. 


A. S. VAN BENTHUYSEN 
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